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Potential Benefits from Raising the National Ownership Cap

Executive Summary

This report provides an analysis of the 50% natiaag proposal and examines the
proposal’s potential impact and benefits for théljpuand the local television ecosystem. As
shown in the report, the 50% proposal would mamtaidiversity of competitive voices while
allowing local television station groups to competere effectively in today’s local video
marketplace.

The local television industry is under significaampetitive pressure from other media.
The market for both viewers and advertisers is hygpenpetitive. Broadcasters are competing
against stronger local competition and also againstgulated, nationwide competitors such as
Google and Facebook, who are targeting local aduggt Consequently, any change in the
national ownership cap should be viewed in the exinbf this highly competitive video
marketplace. Allowing television groups to potelfiyizombine with one another will lead to
greater operating efficiencies, the provision ofreneegional programming, stronger newsrooms
focused on enterprise reporting and investigatuerjalism, and greater revenue potential. All of
these things are important for ensuring that Iéekdvision remains a healthy competitor in the
video ecosystem.

The local media marketplace in which televisiontistes compete continues to
metamorphose. Advertising platforms for nationagional, and local companies have exploded,
with many of these platforms providing efficierdrgeted audiences. Local television stations are
being squeezed by these new, unregulated competitorcal television stations currently capture
only 13% of local advertising nationwide. Locahtgdns are experiencing an erosion of market
share as large national online firms (e.g., Goagkeé Facebook, etc.) have rapidly secured a large
share of local ad dollars.

Some local television groups have maintained {asition and even expanded their reach
by aggressively developing their own digital plathe and by acquiring other local television
stations. The FCC'’s recent revision of the localmhly rule is a good and significant step for the
health of the local television ecosystem. Natiarsgd growth would be beneficial to stations and
advertisers as well. The cost savings that thesepg could enjoy as a result of an increased
national cap are substantial in the areas of deoffi@e operations, “hubbed” engineering or
creative services operations, acquiring equipmemg the production and purchase of
programming. Larger television groups would be dyettble to sell their advertising time (to
advertisers who are continually searching for agaied and targeted audiences) and improve their
programming, making them stronger competitors @irttmarkets.

Implementing a 50% national reach cap without a Ugiscount would constrain
consolidation involving the largest groups. Nonehaf top ten local television groups in terms of
reach could combine with another of the top terheauat some divestitures in order to bring total
reach below 50%. Certain top ten groups could cambiith groups ranked 11 and lower and still
be below the 50% threshold. At the same time, ggaanked 11 and lower could combine and
remain well under the 50% threshold, making thenmenadficient and competitive.

The 50% proposal appears to be a fair comprontiasger groups already have benefitted
from scale efficiencies, and the rest of the indusbuld still pursue combinations to gain such
efficiencies with a 50% cap. Additionally, a 50%pcwill ensure that there will be significant
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numbers of television groups serving the entire téthiStates, providing diverse market
representation, while competing in the developmehtprogramming, and innovating and

improving the overall competitiveness of the lotdévision station industry. In short, the 50%
proposal strikes an appropriate balance betweendbéd for competitive scale in current market
conditions and the necessity for diversity of oveigp in the local television industry.
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Introduction

To say the marketplace in which local televisitatiens find themselves has changed is
an understatement. Viewers now have a plethoradditianal choices available to them for
entertainment, news, and information. National dochl companies also have many more
advertising platforms to use in getting their mggesato consumers. Large companies competing
for viewers and advertisers have emerged with gtfmrancial resources to compete in the video
marketplace.

These changes in the market facing local telewistations—where audiences continue to
fragment and advertisers increasingly have mor@optin terms of reaching audiences—raise
significant challenges for many stations. Digitdtforms are not constrained by ownership or
national audience limits and thus enjoy economfescale not available to broadcasters. These
national digital companies are unrestricted fronvisg 100% of U.S. households with their video
services. Addressing this competitive imbalancaukhbe a policy priority for the Commission
in order to ensure a more fully functioning and petitive marketplace.

Some have argued to completely eliminate the naki@ach cap restrictions on the number
of local television stations any individual or coamy can own. Others, who do not adequately
recognize the changing landscape, have suggesteidating the UHF discount (which presently
is applied to determine compliance with that capghewt increasing the national audience reach
cap. A group made up of several local televisiomugs recently proposed raising the national
ownership cap to 50% while simultaneously elimingtthe UHF discount. Existing television
groups that exceed that new, 50% cap would be tatdmeted. The purpose of this paper is to

analyze the potential economic and public intebestefits from adopting the 50% cap proposal.
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Before examining the impact of the 50% cap propose necessary to define the current
market in which local television stations compé{s.a result of intensifying competition, local
television stations are increasingly challengedntwvate, develop new revenue sources, and
become more efficient, both in terms of revenuesgatiion and in keeping operating costs down.
Local television companies need to achieve scélgezicies in order to provide more competitive
services for viewers and advertisers. The repolit detail these potential benefits as well as
analyze the potential impacts of the proposal.

Based on our economic analysis, it is clear thatpgbtential benefits to the local video
ecosystem from adopting the proposal for a 50%(aad the elimination of the UHF discount)
are significant. The 50% cap is a reasonable palwice that would allow television groups to
expand into new markets and become more efficietitdir operations at more optimal economies
of scale. At the same time, the proposal would enthat a vibrant and diverse mix of television
groups remain and continue to compete against ethen, to the benefit of the public. Without
some relief from the current national ownership, dapal television stations will continue to be
hamstrung economically when competing in the rgtianging marketplace. Obviously, a local
station’s ability to serve the viewers in its marleepremised on a healthy economic foundation.
In our judgment, allowing the local television irstity a modest degree of flexibility to achieve
economies of scale and scope both in local madatspoly relief) and in the national marketplace
(national audience reach cap) is called for in 2@I8en the current state of competition in the

video marketplace.
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Intensifying Competition in the Local Advertising Market

It is a fact that local television stations are fconting more, varied competition in the
local advertising marketplace. In order to best/gte information on the current state of the local
advertising marketplace, BIA examined the adverglatforms for which our local advertising
estimates are generated. Through our new onlisebdard, BIA ADVantage, specific local
information on sixteen different advertising platfes is provided. This includes all types of media
and online companies—Iocal television stationsalloadio stations, pure-play online companies,
and MVPDs, among others.

Across the various advertising platforms, BIA esties that national and local advertisers
will spend $151.2 billion targeting consumers ia #10 television markets in 2018. Of that total,
as shown in Figure 1, local television stationdemively are expected to generate $19.7 billion
in over-the-air (“OTA”) revenue, just 13% of thadblocal advertising pie.

Figure 1- 2018 U.S. Local Media Revenue — $151.2IRin
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Source: BIA ADVantage, 2018
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Local television station (“over-the-air” or “OTA’gdvertising revenuden 2018 is greatly
influenced by anticipated political advertising eaue during this election cycle. In fact, BIA
estimates that total local television station O B&anue will decrease in 2019 by nearly 5% due
to the absence of political advertising. By 2028other non-Presidential election year, local
television stations’ core advertising revenue sloéthe total local advertising market is projected
to decline to 12.7%.

In contrast, two advertising platforms that wilessibstantial gains in the local advertising
markets are the pure-play online and mobile adsiagiplatforms. In 2018, online sites are
expected to acquire 11.7% of the total market atbieg revenue, and mobile sites are expected
to acquire 12.6% of the total market advertisingereie. By 2022, those shares will increase to
12.8% and 19.2%, respectivélyhose share increases for online and mobile adiregtplatforms
are driven by the increased focus of many nationéhe firms to sell more advertising targeted
to local markets. BIA estimates those digital atismg revenues generated in individual
television markets for these national online firass part of its BIA ADVantage data service.
Figure 2 shows the estimated total online/digithdeatising revenue generated nationwide across

all television markets for 2018.

! OTA television advertising revenue means allgtieertising revenue generated
by all local television stations from selling adv&ing time on all of their on-air programming,
whether received via over-the-air means or thrdogal cable, satellite and other forms of
multichannel distribution systems. This revenue aludes all political advertising revenue.

2 BIA ADVantage revenue estimates, June 2018.
3 Ibid.



Potential Benefits from Raising the National Ownership Cap

Figure 2- 2018 Online/Digital Ad Spending Nationwié: $49.5 Billion
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Source: BIA ADVanatage, 2018
Online companies like Google and Facebook, asagalther national and local advertising
platforms, can provide very targeted audiencesi@ional and local advertisers wishing to reach
specific consumers in all television markets. Aa t& seen from Figure 2, Google, with its
AdWords, YouTube, and other online properties, satke “lion’s share” of this growing online
ad market. In fact, Google, as a stand-alone coypppgenerates $19 billion of locally targeted
digital advertising revenue. This single compangegates as much local advertising as all the
local television stations via their over-the-aivedising ($19.2 billion}. Google’s digital total
will only increase in the coming years as this asédocal advertising continues to grow at a

significant rate. By 2022, national digital (mobjlleis desktop) advertising will exceed $73 billion,

4 See “Google to Dominate Local Digital Advertising in 28, According to BIA
Advisory Services,” (May 7, 2018)itp://www.biakelsey.com/google-dominate-local-thdti
advertising-2018-according-bia-advisory-services/
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and Google is projected to have nearly two-fiftHstlmt total>® Note that local television’s

online/digital ad share in 2018 is 2.2% compareGtogle’s 38.7%.

s Ibid.
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Examination of the Current National Audience ReachCap for TV Groups

In order to assess the impact of the 50% housekalch cap proposal, we first describe
the present reach of local television station gsougtilizing BIA’s proprietary Media Access
Pro™ database of all commercial and noncommerelalision stations, we can calculate the
present reach of the various television grdupable 1 shows the top fifty groups (in terms of
households reached) utilizing the present FCC naetficalculating reach (i.e., applying the UHF
discount); along with the percentage of U.S. television hbosss that such groups could acquire
(i.e., “head room”) while still complying with th@resent national cap regulation.

Under the current national ownership cap, withlt#= discount, only two broadcasters
are close to the ownership limit: Sinclair Broadc@asoup (30.7%, not including the potential
acquisition of Tribune Media) and ION Media (33.8%#s shown, if the UHF discount remains,
most groups would have ample room for acquisitidng, most would be penalized in terms of
growth potential at a time when competition is msiéying.

If, however, the UHF discount is eliminated withauty increase in the national reach cap,
four groups would exceed the cap and the remaigiagps would have less ability to grow and
become more effective competitors against the neemrerging competitors (e.g., Google,
Facebook, etc.) they now face. Further, they wowlidbe able to fully enjoy the scale economies

detailed in a later section.

6 We specifically do not attribute the acquisitidhat have been announced but not
consummated as of May 23, 2018. For example, Siiscfgending acquisition of Tribune, along
with their spin-offs, is not included in these caétions.

7 These calculations are made with the BIA Mediaess Pro™ database of local
television households. While the television maskaties are not exactly the same values as the
Nielsen Media market values, they are very clogterthg in only hundredths of percentage
points.
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Table 1 - Reach & Growth Potential of Top Televisia Groups With UHF Discount

% of U.S. % of U.S.
TV HHs TV HHs
Reached | Current Reached Current
With UHF | Growth With UHF Growth
Rank | Group StationgMarkets| Discount |Potential| Rank Group Stations | Markets | Discount Potential
1 ION Media 60 59 33.8% | 5.6% 26 | Ellis Commun. 1 1 4.9% 35.0%
2 Sinclair Broadcast 117 91 30.7% 8.7% 27 | Christian TV Net. 13 13 4.8% 35.1%
3 TEGNA Inc 44 38 27.2% | 12.2% | 28 | Cunningham 16 16 4.1% 35.8%
4 Nexstar Media 118 100 25.6%| 13.8% | 29 | Graham Media 7 6 3.9% 36.0%
5 Fox Television 28 17 24.6% | 14.8% 30 | Venture Tech. 3 3 3.4% 36.5%
6 CBS TV 27 17 24.6% | 14.8% 31 | HC2 Holdings Inc 3 3 3.3% 36.6%
7 Univision 41 26 23.6% | 15.8% | 32 | Mountain Broad. 1 1 3.2% 36.7%
8 | ABC/Disney 8 8 20.7% | 18.7% | 33 | Maranatha Broad. 2 1 2.6% 37.3%
9 Trinity Broadcast 31 31 20.5%| 18.9% | 34 | Sonshine Family 1 1 2.6% 37.3%
10 | Tribune Media 28 23 19.8%| 19.6% | 35 | Western Pacific 1 1 2.6% 37.3%
11 | Comcast/NBC 28 21 19.7%| 19.7% | 36 | Spanish Broadcast. 4 2 2.5% 37.4%
12 | Hearst Television 31 26 13.3% 26.1% 37 | Sunbeam 3 2 2.5% 37.4%
13 | NRJTVLLC 9 8 12.6% | 26.8% | 38 | Stephen Mumblow 9 8 2.5% 37.4%
14 | EW Scripps Co 27 23 11.5%| 27.9% | 39 | HERO Broad. 1 1 2.4% 37.5%
15 | Daystar 19 19 11.1%| 28.3% | 40 | Ellis Commun. 1 1 2.4% 37.5%
16 | Raycom Media 46 43 10.8%| 28.6% | 41 | Howard Stirk 5 7 2.4% 37.5%
17 | WRNN-TV 3 4 10.1% | 29.3% | 42 | Mission Broadcast. 19 18 2.2% 37.7%
18 | Gray Television 67 55 8.9% | 30.5% | 43 | Hubbard Broad. 8 6 2.1% 37.8%
19 | Liberman Broad. 6 6 7.2% | 32.2% | 44 | Lockwood Broad. 5 5 1.9% 38.0%
20 | Entravision 24 21 71% | 32.3% | 45 | KAZT LLC 1 1 1.7% 38.2%
21 | Meredith Corp 16 12 7.0% | 32.4% | 46 | Quincy Media Inc 14 14 1.7% 38.2%
22 | PMCM TV LLC 1 1 6.3% 33.1% | 47 |Berkshire Hathaway 1 1 1.4% 38.5%
23 | Weigel Broadcast, 8 6 6.1% | 33.3% | 48 | Dispatch Broad. 2 2 1.3% 38.6%
24 | Cox Media Group, 13 10 6.0% | 33.4% | 49 | American Spirit 8 8 1.3% 38.6%
25 | Meruelo Media 1 1 49% | 345% | 50 | CNZ Commun. 3 3 1.3% 38.6%
Source: Media Access Pro™, BIA Advisory Services 8
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Evaluation of 50% Audience Reach Cap Proposal

The historical tradeoff related to the nationatliance reach cap has been balancing
concerns for diversity of voices against the ecadrenefits that result when television stations
are better able to service their local communitidsere has been a longstanding concern that
domination of the local television station indushry only a handful of large television groups
might lead to lesser competition in the area ofprn development. While that is a valid concern,
at the same time, local television stations areecully being squeezed by increased competition
for advertiser clients and continuing cost increadéence, there is a need to realize some
efficiencies from the ability to expand.

Under the proposed 50% cap, along with the elinonadf the UHF discount, only ION
Media would exceed the cap, assuming present otipen$ the Sinclair acquisition of Tribune
Media properties proceeds, along with the propegpad offs, Sinclair would exceed that threshold
as well® A 50% cap would allow a moderate degree of codatbn while still ensuring the
existence of enough television operators to fost@npetition in the provision of programming,
equipment, and other services to the industry. 30% cap would allow local television to
compete effectively for audiences and advertis@rable 2 shows the top 50 groups with their
reach, along with the percentage of U.S. televisioaseholds that they still could acquire, while

remaining under the 50% proposed cap.

8 This 50% proposal assumes that groups exceednipteshold prior to its
implementation would be grandfathered.
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Table 2 - Reach of Top Television Groups Without tt UHF Discount

% of U.S. % of U.S.
TV HHs |50% Cap TV HHs 50% Cap
Reached |Proposal Reached Proposal
W/O UHF | Growth W/O UHF Growth
Rank | Group StationgMarkets| Discount |Potential| Rank Group Stations | Markets Discount Potential
1 ION Media 60 59 67.3% N/A 26 | Ellis Commun. 1 1 4.9% 45.1%
2 Sinclair Broadcasi 117 91 48.2% 1.8% 27 | Christian TV Net. 13 13 7.5% 42.5%
3 TEGNA Inc 44 38 32.3% 17.7% | 28 | Cunningham 16 16 8.0% 42.0%
4 Nexstar Media 118 100 39.1% 10.9% | 29 | Graham Media 7 6 6.9% 43.1%
5 Fox Television 28 17 37.3% 12.7% | 30 | Venture Tech. 3 3 6.7% 43.3%
6 CBS TV 27 17 37.7% 12.3% | 31 | HC2 Holdings Inc 3 3 6.6% 43.4%
7 Univision 41 26 44.8% 5.2% | 32 | Mountain Broad. 1 1 6.3% 43.7%
8 | ABC/Disney 8 8 22.4% 27.6% | 33 | Maranatha Broad. 2 1 2.6% 47.4%
9 | Trinity Broadcast 31 31 40.1% 9.9% | 34 | Sonshine Family 1 1 2.6% 47.4%
10 | Tribune Media 28 23 32.9% 17.1% | 35 | Western Pacific 1 1 2.6% 47.4%
11 | Comcast/NBC 28 21 36.8% 13.2% | 36 | Spanish Broadcast. 4 2 3.6% 46.4%
12 | Hearst Television 31 26 18.7% 31.3%| 37 | Sunbeam 3 2 3.5% 46.5%
13 | NRJTVLLC 9 8 22.9% 27.1% | 38 | Stephen Mumblow 9 8 4.6% 45.4%
14 | EW Scripps Co 27 23 18.3% 31.7%| 39 | HERO Broad. 1 1 4.9% 45.1%
15 | Daystar 19 19 17.9% 32.1% | 40 | Ellis Commun. 1 1 4.9% 45.1%
16 | Raycom Media 46 43 15.9% 34.1% | 41 | Howard Stirk 5 7 3.5% 46.5%
17 | WRNN-TV 3 4 13.3% 36.7% | 42 | Mission Broadcast. 19 18 3.3% 46.7%
18 | Gray Television 67 55 11.7% 38.3% | 43 | Hubbard Broad. 8 6 3.2% 46.8%
19 | Liberman Broad. 6 6 13.0% 37.0%| 44 | Lockwood Broad. 5 5 1.9% 48.1%
20 | Entravision 24 21 14.2% 35.8% | 45 | KAZT LLC 1 1 1.7% 48.3%
21 | Meredith Corp 16 12 11.0% 39.0% | 46 | Quincy Media Inc 14 14 2.5% 47.5%
22 | PMCM TV LLC 1 1 6.3% 43.7% | 47 |Berkshire Hathaway 1 1 1.4% 48.6%
23 | Weigel Broadcast, 8 6 12.1% 37.9% | 48 | Dispatch Broad. 2 2 1.7% 48.3%
24 | Cox Media Group 13 10 11.4% 38.6% | 49 | American Spirit 8 8 2.1% 47.9%
25 | Meruelo Media 1 1 4.9% 45.1% | 50 | CNZ Commun. 3 3 1.8% 48.2%
Source: Media Access Pro™, BIA Advisory Services 10
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All the other television groups (besides ION Mealml Sinclair) would be below the 50%
cap and would have the ability to make acquisition€ombine with other television groups.
Concerns about too much consolidation should bedeamder this proposal; the potential
combinations of groups would be limited becauseerwitthe top ten groups in terms of television
household reach could be combined with anothdnefdp ten without some divestitures to bring
the total reach below 50%. Certain top ten grouqddcbe combined with groups ranked 11 and
lower and remain below the 50% threshbht.the same time, groups ranked 11 and lower could
combine, permitting them to become more efficieml @ompetitive, a topic discussed in the
section below.

The 50% cap proposal would still leave the topgerups near the nationwide reach levels
that they have now, and other top groups wouldlbe t acquire more stations and realize the
scale efficiencies necessary to compete in todageket. While it is impossible to estimate the
ultimate number of large television groups, it éasonable to assume that there will still be a
considerable number of them, probably in excesweiity. With that number there would still be
a significant diversification of voices, along wighvibrant level of competition between such
groups.

Raising the national audience reach cap beyonds0Xd not yield much added benefit.
If the cap was raised to either 60% or 70% (withtbatUHF discount), some of the top ten groups

could be combined and a multitude of the groupkedril and lower could be combined.

o For example, Tegna and Hearst Television couldopebined and remain below
the 50% threshold without any divestitures (bestlese necessary to comply with other local
ownership regulations).

11
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It is also instructive to compare the relative @iéince in the ability to grow under the

present national cap regulations and the 50% agpogal. Table 3 shows that comparison.

12
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Table 3 - Comparison of Growth Potential Under Presnt National Cap Regulation and 50% Cap Proposal

% of U.S. % of U.S. 50% % of U.S. % of U.S.| 50%

TV HHs TV HHs Cap TV HHs TV HHs Cap

Reached | Current | Reached | Proposal Reached | Current | Reached | Proposal

w. UHF | Growth | w/o UHF | Growth w. UHF | Growth | w/o UHF | Growth

Rank | Group Discount | Potential | Discount | Potential | Rank Group Discount | Potential | Discount | Potential
1 |ION Media 33.8% 5.6% 67.3% N/A 26 |Ellis Commun. 4.9% 35.0% 4.9% 45.1%
2 |Sinclair Broadcast 30.7% 8.7% 48.2% 1.8% 27 | Christian TV 4.8% 35.1% 7.5% 42.5%
3 |TEGNAInc 27.2% 12.2% 32.3% 17.7% 28 | Cunningham 4.1% 35.8% 8.09 42.0%
4  |Nexstar Media 25.6% | 13.8% 39.1% 10.9% 29 | Graham Media 3.9% 36.0% 6.9% 43.1%
5 |Fox Television 24.6% | 14.8% 37.3% 12.7% 30 | Venture Tech. 3.4% 36.5% 6.7% 43.3%
6 |[CBSTV 24.6% 14.8% 37.7% 12.3% 31 | HC2 Holdings 3.3% 36.6% 6.6% 43.4%
7 |Univision 23.6% 15.8% 44.8% 5.2% 32 | Mountain Broad. 3.2% 36.7% 6.3% 43.7%
8 |ABC/Disney 20.7% | 18.7% 22.4% 27.6% 33 | Maranatha Broad. 2.6% 37.3% 2.6% 47.4%
9 |Trinity 20.5% 18.9% 40.1% 9.9% 34 | Sonshine Family 2.6% 37.3% 2.6% 47.4%
10 |Tribune Media 19.8% | 19.6% 32.9% 17.1% 35 | Western Pacific 2.6% 37.3% 2.6% 47.4%
11 |Comcast/NBC 19.7% | 19.7% 36.8% 13.2% 36 | Spanish Broad. 2.5% 37.4% 3.6% 46.4%
12 |Hearst Television 13.3%| 26.1% 18.7% 31.3% 37 | Sunbeam 2.5% 37.4% 3.5% 46.9%
13 |[NRJTVLLC 12.6% 26.8% 22.9% 27.1% 38 | Stephen Mumblow 2.5% 37.4% 4.6% 45.4%
14 |EW Scripps Co 11.5% | 27.9% 18.3% 31.7% 39 | HERO Broad. 2.4% 37.5% 4.9% 45.1%
15 |Daystar Television 11.1% 28.3% 17.9% 32.1% 40 | Ellis Commun. 2.4% 37.5% 4.9% 45.1%
16 |Raycom Media 10.8% | 28.6% 15.9% 34.1% 41 | Howard Stirk 2.4% 37.5% 3.5% 46.5%
17 |WRNN-TV 10.1% 29.3% 13.3% 36.7% 42 | Mission Broad. 2.2% 37.7% 3.3% 46.7%
18 |Gray Television 8.9% | 30.5% 11.7% 38.3% 43 | Hubbard Broad. 2.1% 37.8% 3.2% 46.8%
19 |Liberman Broad. 7.2% | 32.2% 13.0% 37.0% 44 | Lockwood 1.9% 38.0% 1.9% 48.1%
20 |Entravision 7.1% 32.3% 14.2% 35.8% 45 | KAZT LLC 1.7% 38.2% 1.7% 48.3%
21 |Meredith Corp 7.0% 32.4% 11.0% 39.0% 46 | Quincy Media 1.7% 38.2% 2.5% 47.5%
22 |PMCM TV LLC 6.3% 33.1% 6.3% 43.7% 47 | Berkshire Hathaway 1.4% 38.5% 1.4% 48.6%
23 |Weigel Broad. 6.1% 33.3% 12.1% 37.9% 48 | Dispatch Broad. 1.3% 38.6% 1.7% 48.3%
24 | Cox Media Group 6.0% | 33.4% 11.4% 38.6% 49 | American Spirit 1.3% 38.69 2.1% 47.9%
25 |Meruelo Media 4.9% 34.5% 4.9% 45.1% 50 | CNZ Commun. 1.3% 38.6% 1.8% 48.2%
Source: Media Access Pro™, BIA Advisory Services 13



Of the 48 groups (excluding ION Media and Singlaeven would see a decrease in the
growth potential. The remaining groups, for the tret, would see a slight increase in growth
potential. In fact, the average increase (excludiy Media and Sinclair) in growth potential is
5.75% of U.S. television households. The great#ityabf these smaller television groups to grow
would enable them to better compete with altereatnationwide advertising platforms that face
no growth restrictions. Additionally, these teleors groups would be better able to take
advantages of economies of scale, enabling theprdeide improved advertising and news

services to their local communities, as addresselda following section.
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Potential Economic Scale Efficiencies Allowing foModest Growth

As previously described, the challenges facinglldelevision stations are significant.
Competition for viewers and advertiser clientsiusreasing daily, forcing television station groups
to look for different ways to sell and operate imare efficient manner. Allowing these local
television groups to be able to expand is impeeati®@ne way of allowing such expansion is to
provide local stations greater flexibility to enteto local duopolies; this regulatory relief is sto
necessary Raising the national cap to 50% is important alé avel will provide television groups
with increased opportunities to develop efficiescand innovate by creating new, audience-
aggregating advertising products.

In order to assess the magnitude of these polt&fticiencies, we surveyed some of the
television groups ranked 11 and lower in termset#vision households reached. The discussion
below describing the different areas of potentfatiencies references some of the answers we
received from participating group executives. mhmes of respondents are not disclosed. As you
will see from the responses, these scale efficgsnaie quite real, and they enable television group
to remain effective competitors while also provglimproved services to viewers. A noticeable
result of allowing more station groups to realibese scale efficiencies would be a more
competitive marketplace between all local televisiyooups.

Ability to Generate In-House Programming

One potential benefit from television groups adggimore properties does not necessarily

result in cost savings, but instead in more conigetprogramming. Larger television groups have

10 We note that the FCC is scheduled to consideT tipe4 Rated Station provision of the
Duopoly Rule in its 2018 Quadrennial Review of kineadcast ownership rules.
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the ability to develop new, in-house programmingcas they have more outlets on which to air
that programming. “The larger the group, the mdrannels that are available to run developed
programming and spread the costs,” said one gree@uéive, putting it succinctly.
One group exec described what the group is alde twecause of these scale economies:

“With more content available within the group, wggeegate news, food,

and fun content pertaining to consumer interestshastorical events; and

have launched syndicated shows focused on audietecests. In addition,

we have developed unique long-form programminglfgital platforms on

investigative content impacting government wastablip corruption,

healthcare, and consumer products by aggregationgl lmvestigative

coverage. By owning adjacent markets, we have lagbthe ability to

launch special sports and regional related progragno cover high
interest issues.”

Still another group has developed a nationally syatdd program, has expanded local
news on its multicast channels, and expanded vtsrage of local sports.

These examples clearly demonstrate the substaftialencies with respect to
programming that could be enhanced with furthemginoWhen groups are able to develop
their own programming, much of which has a localufg they are better able to compete

with the other video services now in the marketplac

Greater News Coverage of Local and Statewide Issuaad National News

The in-house programming scale efficiencies disedsabove are perhaps best shown
through the coverage of national and local newsthtions in growing groups. With respect to
coverage of national news, one group has recergigreded its Washington, D.C., news bureau;
another group indicated it is in the midst of coetiplg a large expansion of its D.C. bureau. Even
with national news bureaus in the Nation’s Capitadre is a localism twist that better serves the
public. Local television station groups’ D.C. neimsreaus focus their coverage on their local

Congressmen and Senators. (By contrast, the nateleaision networks tend, understandably, to

16



focus on the House and Senate leadership.) Otbapgthat have a number of stations within the

same state have established similar state newatlrire

One group explained what they have been able tbaliks to growth in recent years and

suggested further expanding coverage with furthewth:

“A 24/7 digital newsroom was developed to providpanded coverage on
news on national and regional issues. Bureaus tlaveloped based on
news needs for that community or region. In edatesvhere we have a
licensee in a capital city, we have a dedicatedntep that covers key

legislative issues, bills, and happenings that chze local community of

license and state. The reporter customizes thenbhased on the markets
where we have licensees. We also have the akldlityave a dedicated

journalist create long-form programming, includisgbates and town hall
style meetings.”

Local television station groups are increasingyyng to develop new ways of collecting
and distributing their local news programming. Asdl newspapers cut back on their staffing,
local television stations are increasing theirfstgfand more people are relying on that reporting.
Evidence of that movement by local television stagiis found in a recent Knight Foundation
study that reported on several stations’ attemptexpand the distribution of their news
programming:

“[W]ith television’s digital properties, journalstare testing new tools, storytelling

models and distribution channels. A nhumber of gtatiare now running digital-

only “snackable” newscasts, like KGMB-TV in HonalulWXIA-TV in Atlanta

has published investigative, episodic video stooresheir websites, before airing

them on TV. And in Tyler, Texas, KLTV-TV streamsntent all day.™

The increased ability to develop in-house programgnand expanded news coverage is

especially important given the capacity that Ide&vision stations have at present and will have

1 See Karen Rundlet and Sam Gill, “Beyond Live at Fivéhat's Next for Local
TV News,” https://medium.com/informed-and-engaged/beyond-ditzéve-whats-next-for-
local-tv-news-d72al5b427a
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in the future with the advent of the ATSC 3.0 tramssion technology. The use of multicast
programming streams has greatly expanded the nuwoifbprograms being offered by local
television stations. As of May 30, 2018, 1,628 Idetevision stations were programming 5,034
multicast stream®.The expanded capacity afforded by ATSC 3.0 trassiom technology will
only cause this number to increase. Having momgosgunder common control will only make
that provision of increased service and innovaganier. Local news is plainly a public interest
good. Local television stations’ provision of lbcgews, weather, sports, and public affairs
programming is a core element of “localism.”

More Choice for Local, Regional, and National Advetisers

Local television stations face an ever-increadistgof competitive advertising and video
distribution platforms. Consequently, they museofiew and different opportunities for national
and local businesses that want to get their messagie By achieving a greater reach of U.S. TV
Households, stations can offer their advertisimgnts more efficient advertising buys.

Many advertisers are increasingly interested gregating audiences on stations to reach
targeted audiences (e.g. persons wishing to baytecplar brand of car). There is a movement in
the advertising business toward audience-basdue(rttan program-based) buying.

One area of improved service to advertising cienentioned by several of the television
groups surveyed was the aggregation of groupstaligiibchannel audiences. These subchannels,
while offering diverse programming, tend to attrsxwialler audiences, making it less appealing as
an ad buy on a channel-by-channel basis. Televigionps with more stations in more markets

and with more digital subchannels have begun toemgge these disparate programming streams

12 Media Access Pro™, BIA Advisory Services, May 3018.
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in multiple markets into a single ad buy for natibadvertisers (e.g., a direct response advertiser)
The improved ability to monetize these digital sudomels provides a sounder financial basis for
this diverse programming, and for stations as well.

Growing local television groups can also bene@ibf aggregating programming from their
main signals and selling that combined audiencadicertisers. One group indicated that it has
already been somewhat successful in selling toonali advertisers from aggregating their
audiences from their news programming. That gralgbes “that the more scale we can add, the
more interest we will see in these types of proslfrm traditional advertisers.”

Another group executive summed up this area adrg@l efficiencies when he said, “[T]he
addition of markets has given us the opportunitgxpand our sales structure into new markets
which in turn gives the company a more effectivey wa transact business locally, regionally,
nationally and digitally.”

Economic Efficiencies in Buying Equipment and Progamming

In similar fashion, the ability to negotiate widguipment and programming suppliers
improves when a television group acquires newastatiOne group executive put it quite concisely
when he said, “only by committing to purchasingy&arquantities can we obtain discounts and
savings.” Another noted the benefit of better costp service that program suppliers provide as
groups get larger, explaining that “access to @ogning and technical vendors in a timely
manner is the most important benefit. We cannatrdffo be the last stop.”

Cost savings in these areas are quite importantoea television stations spend
considerable amounts on equipment and programmAing.savings in these areas for specific

equipment and/or programming allows television gsoto purchase the best products available,
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which in turn makes their local station servicegencompetitive and provides better services to

their local communities.

Economic Efficiencies of Central Offices

A seemingly obvious area of potential efficienaieslized when television groups acquire
more television stations is that of central offigactions. “Accounting, Human Resources, Legal,
Technology, and other corporate services are toadilly combined for efficiencies,” according
to one group executive. Another group executivécaied that these cost savings are immediate
and allow the group to quickly invest in other @reach as news and other types of programming.
Still another group executive said that these edaififice efficiencies are “a major cost savings
and a part of any deal analysis.”

Wider Reach for Other Applications

The advent of ATSC 3.0 transmission technology &dpand both the provision of video
programming and the types of services that lodaVigion stations provide. Expanding the reach
of these television groups by allowing them to aegadditional stations will provide a sounder
basis for these groups to develop these othercgsrviDatacasting, provision of ISP services, and
autonomous vehicle updates are just some of thvwicesrthat local television station groups are
exploring.

One group executive expressed the benefits oflzelarger group when planning for these
new services:

“Scale/size/reach would only help to enhance andlatate our exploration

of these various business models, as well as givéhe ability to run
multiple tests to prove out concepts and businegslity.”

*kkk
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Conclusion

Competing in today’s media marketplace is nottha faint of heart. Local television
stations, who once were only concerned about cangpagainst other local television stations,
now have to monitor daily new entrants that compatéoth viewers and advertisers. As a result,
the financial bases for these local television@tatare continuously challenged. In order to emsur
a healthy video distribution ecosystem going fodyahe FCC must carefully consider the
essential role played by local television stationthat ecosystem.

The optimal outcome in the FCC national ownersphipceeding would be for the

Commission to adopt the 50% national cap proposal.

21



QUALIFICATIONS

Mark R. Fratrik, Ph. D .

Mark R. Fratrik is a Sr. Vice President, Chief Egonmist for BIA Advisory Services, LLC (BIA),
which offers merchant banking and financial andtsgic advisory services for the media,
telecommunications, and related industries. Forentban 34 years BIA has assisted clients in
increasing value by providing a wide range of smsirelated to acquisitions, mergers,
divestitures, operations, integration, growth ahdnges in strategic direction.

Prior to joining BIA in January 2001, Mr. Fratrikersed NAB for 15 years as Vice
President/Economist. While at NAB, Mr. Fratrik coeted primary research about the
broadcasting and related industries. He has caeduseveral research studies including
“Independent Radio Voices in Radio Markets,” “Fotmfsvailability After Consolidation,”
“Interference from Low Power FM Stations to ExigtiStations,” and “The 1990 Children's
Television Act: Its Impact on the Amount of Eduoatl and Informational Programming.” Also,
Mr. Fratrik has written/co-authored numerous agcfor publication including FM Subcarrier
Market Report/Technology Guide, These Taxing Timeés:Tax Guide for Broadcasters, and
Strategic Planning Handbook for Broadcasters.

Before joining NAB in 1985, Mr. Fratrik worked ftine Federal Trade Commission in the Bureau
of Economics where he spent five years conductmayaes of industry practices to evaluate
overall economic impact. Throughout his career, Mratrik has researched and spoken at
numerous conferences on new media technologiesdimg DTV datacasting. Also, Mr. Fratrik
has worked closely with broadcasters in determimiigit opportunities lay in the spectrum as
well as exploring regulatory matters concerninggpectrum.

Mr. Fratrik received his B.A. in mathematics andremmics from State University of New York

at Binghamton and his master's and doctoral degneesonomics from Texas A&M in College
Station, Texas.

22



